Proposed Final Letter — September 4, 2008

DRAFT Comments of the Economic and Technology Advancement and Advisory
Committee (ETAAC) on the Draft Scoping Plan
September 4, 2008

To:  Chairperson Mary Nichols and members of thif@aia Air Resources Board
From: Members of the ETAAC Committee

Thank you for the opportunity to provide ETAAC féaadk on CARB’s Climate Change Draft
Scoping Plan (Draft Plan). Our feedback is provighethis d ument in three sections: (1)
general feedback, (2) detailed feedback on selen‘mg ichment with comments
specific to the recommendations contained in tha/Ag dated February 2008.

General Feedback on the Draft Scoping Plan
ETAAC believes the Draft Plan represents a goodistpp nsive climate

action plan for California. ETAAC commends CARB ument and
we are pleased that several of our recommendatiens include

Regulations and Market Mechanisms s
We applaud the inclusion of both regulatory i . erly structured market

mitigation while reducing emissions héyo tion can do alone. Among the
market mechanisms, ETAAC supp \ le market coupled with
complementary policies to spur i i itional market barriers and address
distributional imp

best achievesbiectives outlined in AB 32. Some
ETAAC membe

re concerned ut what appears aohieavy reliance on direct measures.
Scope
ETAAC noted in Chap its report that, frome tstandpoint of encouraging early action,
innovation, and clear pr Slgnals “the AB 32bcar cap should include as many different
sectors of the econom Is practical” (p. 9ransportation fuels are not included at the
outset at the outset of the cap and trade progtartimely implementation of complementary
policies, such as the Low Carbon Fuels Standagteagive GHG standards for all highway

vehicles, and VMT policies, takes on even greatgrartance.

While a properly structured carbon market can rederissions and costs, ETAAC notes that it
alone is not enough to break down all the bartietsansforming California’s energy market to a
low-carbon future (p. 1-4). To that end, the DRifin outlines direct measures touching on most
sectors of the economy, including important foaesa such as energy efficiency, sustainable
forests, and water in addition to the more obviaog frequently mentioned electricity/natural
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gas, transportation, and industrial sectors. Howe&vARB has not proposed to include any
measures in the plan to increase recycling or cetmup noting that they are discussing these
ideas with the California Integrated Waste ManagerBeard (CIWMB). We strongly
encourage CARB to reexamine our recommendatiorasdagy waste reduction, recycling, and
resource management (see ETAAC Chapter 4.1V).

Climate Mitigation and the Economy
The State’s emissions reduction targets under ABrdgide both challenges and opportunities
for California’s economy, and the regulations atifteo measures must be designed with the
health of the State’s economy in mind. ETAAC madmynreco endatlons related to the
economics of climate change mitigation, includiegan ' sus on efficiency,
cleantech jobs and manufacturing.

Economic Assumptions and Level of Detail
ETAAC notes that any policy decisions must be infed ai
modeling and analyse&€TAAC recommends that this eg
as possible to allow informed discussion by alkskelders. C ire-accurate cost
and quantity inputs in a sector by sector analysis, provide ne ;

other measures, as well as a cost effectlv all measures including
offsets and the cap and trade system..k
Iimplementation phase for
evaluating and re-evaluating cos ring new measures and
discontinuing existi nd cost effectiveness information
surface. We look:ft o:seei Is economalysis as soon as possible. Once the

[ mphtatlon schedule for the recommended
eklloaicthe analysis prior to initiating

about the ability to achie e expected eimisseductions listed in the Draft Scoping Plan
and that the actual achieved may patnbe less than projected reductions. For
example, the Draft Scop Plan assumes that theRBBS will result in 21.2 MMT of emission
reductions by 2020. As the ETAAC Report stategjralver of barriers must be addressed before
greater renewable penetration can be achievedidimg the lack of transmission infrastructure,
energy storage technology, integration policy amardinated policy direction. California’s
LSE’s are aggressively procuring renewable enevgyédet their 20% RPS goals for 2010 but
the barriers cited above are posing challengeseietimg this goal. CARB should identify and
address these barriers in the final Scoping Pléso,Ahe Draft Plan appears to be basing the
energy efficiency goals on the high end being atergid by the CPUC, without accounting for
the uncertainty surrounding achieving these redastamong individual utilities in the entire
electric sector. Similarly, uncertainties exist @osmbined Heat and Power (CHP) and the
accompanying greenhouse gas reductions. The rigkyomeasure falling short of the

Proposed Final September 4, 2008 Page 2



Proposed Final Letter — September 4, 2008

anticipated reduction is real, and CARB should miea plan for meeting that contingency at
the earliest possible opportunity. It may be usteiyrovide both high and low estimated
reductions for measures, along with an explanaifdhe assumptions under each scenario. The
estimated costs to satisfy the shortfall shoulthbkided in the economic analysis for the low
scenarios.

Furthermore, the specific reduction targets in@naft Plan are given as simple endpoints in
2020, without any explanation of the expected patieductions over time. It would be helpful

if CARB could provide additional information ababe timing and phasing-in of reductions
under each measure, again taking care to accoutitefdikeli of delays and setbacks along
the way.

Need for I ncreased Coordination

ETAAC believes that the ambitious goals set ouh&Draft Plar improved
coordination among regulatory agencies (p. 1-7gré&m [ ip.across all
State agencies to reduce GHG emissions from tigir d from the

stakeholders they oversee and/or regulate. The Blarf should acki ze of this
challenge, and encourage timely coordination. ,

Detailed Feedback

ETAAC members identified three broa
mechanisms, (b) technology advanc ies. With the ETAAC report
recommendations as a point of r comments on the Draft Scoping
Plan’s treatment : . Nha nal comments concerning specific
recommendati :

roffdets and flexible compliance, (2)
le reverarsd (3) pricing policies.

in order for thls marke properly, offsetsist be real, additional, permanent, enforceable,
predictable and transparent. (p.9-5) ETAAC recomusea standards-based approach informed
by experiences with the ( DM and CER processesrriha case-by-case review for this
purpose (p. 9-5). The California Climate Action &y (CCAR) has demonstrated that offset
standards for the voluntary market can be develdpatidare credible, transparent, and

effective. CARB can require the same rigor for effsapplied to a compliance market.

The Draft Scoping Plan appropriately recognizegdiegnction between offsets for compliance
and a voluntary offset market. Offsets for compieufor cap and trade can help reduce
compliance costs by providing flexibility. A robughluntary offset market can help the state
capture additional cost-effective carbon reductiand related benefits.
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Members of the ETAAC did not reach agreement ondhee of quantity and geographic
limitations on offsets. Some members believe linmtgerently involve tradeoffs between
compliance costs and environmental and economicypgbals such as technological innovation
and in-state co-benefits (p. 9-6). Members agratthiese tradeoffs should be explicitly
acknowledged and quantified should CARB choosenfmoise limits on the use of offsets.
Geographic limits on offsets can help ensure tlaif@nia is able to take advantage of the
environmental and economic benefits of offset msjebut the restricted flexibility may likely
increase costs. With regard to quantity limits, samembers believe that quantity limits on
offsets can encourage action and innovation in edgectors. Others believe that incentivizing
offsets will encourage innovation outside of cappecto [ strong long-term emission
reduction targets provide suff|C|ent incentive rimmova [

come up with a “scientific” number to justify a s:p‘e: i C Report 9-5, 9-6).
Many members asked for data on the potential @atenefi ative and geographic

The Draft Scoping Plan suggests a 10% individugityelimitati the use of offsets for
compliance. We would like further explanation of RB's thinkin ardlng an offset limit of
any amount, as well as further discussion a t and how this

limit might change over time. We also recomimend [ er the 10% limit on
compliance offsets is based on a percentage. d by the cap and trade

If there are limits on offsets for co to make sure that the voluntary
market captures all t the state can achieve AB 32 goals
The proposed ' ] -4) wchidone way to help develop, support, and
encourage a.f

Allow

InC owaratlocation methods with three specific
policy goals rly action,amation, and clear price signals. The ETAAC

report notes t re ed on hestautput (grandfathering) is bad for all three
criteria and that's . ing wouldyide the strongest and clearest price signals

: are distributed freelyitere most are auctioned. We think more
details are required in t coping Plan aboutithimg and process for distributing allowances
and the reasons underlying each decision. Iregent, ETAAC recommended that any revenues
from allowance auctions or carbon fees be usedrtbdr AB 32 goals (p. 1-12).

system where some p

We would like to see this recommendation in thef*éan. ETAAC proposed the creation of an
entity such as the California Carbon Trust to manag use of auction revenues to encourage
emissions reductions and related AB 32 policy dijes (p. 2-3). In particular, ETAAC
recommends certain productive and appropriate efsevenues (p. 9-4):
» Direct investment in and purchase of additional Géfssions reductions to support the
development and deployment of low-carbon techne®ghrough an investment program.
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» Allocate funds to California universities, collegessearch facilities for RD&D dedicated
to technologies with potentially high GHG emissreduction value.

» Create financial vehicles and/or programs that egklspecific gaps, imperfections, or
opportunities in the carbon market in order to eaxy a catalyst for both private and
public sector participation.

» Support Environmental Justice goals by investingrnmssion reduction projects with co-
benefits in impacted communities. In order to aehithis goal, CARB should establish a
process and a method for identifying the commusiitieat are maximally impacted and
for maximizing benefits for these communities.

If auction revenues exceed the level where theybeagfficientl
other GHG emissions, ETAAC members suggested ik
taxation or to provide payments to ratepayers.

a,pplled to abate carbon and

The Draft Plan contains several possible uses dfau d in addition to
the uses listed above. ETAAC encourages CARB tec . nd to view

AB 32.
Pricing Policies

and purchasing decisions to move Callfor carbon economy. Pricing policies can
help steer consumers toward lower ' es. ETAAC
recommendations included fee and ifti ne way to achieve this goal
(recommendations 2.11I.E and 3. ted as “under consideration” for
inclusion in the sco » mds they be evaluated in the final draft

nt of new aistirextechnologies, and that the
technologies requir d-t uctions beyaitDd may need additional research and

BéJS ETAAC membezbdve that the Draft Plan’s discussion of
yport the 2020 and 2058l s lacking, and that there are certain
s, such as enablinbrielogies, that require added attention.

and long term cIimaté
innovation and RD&D
high priority technology

General Innovation and RD&D

The Draft Plan acknowledges that technological adgment will be necessary to achieve the
future greenhouse gas reductions required to reglotal warming. The need for funding of
new technologies was also touched on in the dismuss use of auction proceeds. However,
the Draft Plan contains little concrete discussiarwhat it takes to achieve the necessary
technological advancement. The importance of neWwrtelogies and the challenges to
developing and commercializing them is so signifidaat the topic deserves more discussion.

Proposed Final September 4, 2008 Page 5



Proposed Final Letter — September 4, 2008

ETAAC believes that there are significant barriersechnology development and deployment
that require attention. (see p. 1-5, recommendatioh.A, 2.11.B, 4.111.1). These barriers include
market penetration, transition issues such asstrfreture development and permitting, and
financial and technological roadblocks at certag &tages of technology development. The
Draft Plan should include a section dedicated &roaming the hurdles of developing and
commercializing technological advancement in a reatimat does not pick winners, as well as
concrete recommendations on how to develop andosufips innovation infrastructure. More
information on the performance standards and imnwenheeded to stimulate innovation should
be included.

ETAAC believes that increased coordination, innweapublic NCin

renewable energy zones and other methods of traa _ leantech workforce
training could all prove beneficial for increasiting deve) : loyment of low carbon
technologies. California’s state government cao play a ination with the federal
government, in supporting RD&D, setting codes aadda imizes
incentives for innovation, and by being an earlgdr of '

Enabling Technologies

The ETAAC Report describes a number of les, including energy storage,
plug-in electric vehicles as storage devices anarsgn [ hnology for renewables
and clean vehicles (ETAAC Report Chapt; AV)patic energy storage is needed to
help mtegrate higher penetration of in i ces. A bed in the ETAAC Report,

resource for energy planning, enal iforoi vantage of this renewable
resource abundant th

Carbon Captur $
The ETAAC Repc ifi emonstration of 1@ geologic formations as a key

| ng long-term retdans in GHG emissions, especially on a
national and global scale (ETAAC Report, page 5-2Ze Draft Plan does not appear to
consider CCS in its recommendations, other thandnotion it as part of the “vision for the
future” to achieve the 2050 goals (p. 73, C-58) tanldriefly mention it as one way to potentially
reduce emissions in the electricity and industedtors (p. C-79, C-105).

potential opportunity fi

The Draft Plan should acknowledge the need foraradapture and sequestration
demonstrations and pilots, including biologicalqgesses, with appropriate standards for safety,
coordination of sitting and permitting, and othensiderations, so that the technology can be
fully developed and commercialized for use in eleity generation, fuels production, and
industrial processes. Taking these steps now wanaldde an incentive to separate £f0r
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sequestration. WESTCARB, which is managed by th€ Gfas conducted some groundbreaking
work in this area, but more needs to be done, thictufunded commercial-scale projects.

Land Use and Smart Growth
The Draft Scoping Plan’s target of 2 MMT@®for local government actions and regional
targets (land use and smart growth) is low and resdienates the sector’s potential contribution
to the state’s 2020 emissions limit. The 2 MMT&EQarget will not get the state on the path to
reach its 2050 goals. CARB should put in placegetafor land use that will send a strong
message to local and regional governments thahéssias-usual land use is not acceptable and
that we must start designing communities that plewa bal f transportation options and
reduce the need to drive. Transportation emissaoa$
emissions, and they present a large opportunigghie

ETAAC also supports the proposal for land-use g _ ie CEQA process to
distances, and will simultaneously reduce expansfdhe wild _'
thereby reducing wildfire suppression costs andimmsources.
The legislature has been active this year in i ork wi ders to find common
ground and develop incentives that would : et elp the state meet

emissions reduction targets. (SB 375 te : eng)ild - adership from CARB on he
issue would be helpful. '

Detailed Com

We hav A, Whic astgidate on the ETAAC recommendations
We hanavided our best understanding of the

prepare a final Scoping at offers a visigmaadmap to address climate change.

Respectfully submitted,

Alan Lloyd Bob Epstein
Chairman, ETAAC Vice Chair, ETAAC
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